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FRENCH ECONOMIC INDICATORS 
In Billions of 1980! Dollars Unless Otherwise Indicated 


1979 1980 1981 1982 % Change* 

INCOME , PRODUCTION, EMPLOYMENT 
Gross Domestic Product 577.3 652.8 732.2 813.5¢ 
GDP at Constant (1970) Prices 261.8 264.8 265.2 269.2¢ 
Per Capita GDP (Dollars) 10,773 12,125 13,536 14,970. 
Per Capita GDP (Dollars) at 

Constant (1970) Prices 4,885 4,918 4,903 4,954. 
Gross Capital Formation, of which 123.3 141.3 154.9 167.2¢ 
- Business 67.4 79.2 86.1 90.1¢ 
- Housing? 32.2 35.4 38.9 42.7¢ 
Gross Capital Formation at 

Constant (1970) Prices, of which 55.6 56.9 55.8 54.7¢ 
- Business 32.7 32.9 31.9 31.8 
- Housing? 13.8 13.3 12.9 12.3 
Disposable Income 425.9 481.4 561.6© 
Disposable Income Per Capita ($) 7,948 10,334.® 
Industrial Production? (1970=100) 134 133 128 
Labor Productivity* (% Change) 4.3 1.4¢ 
Unemployment Rate 6.1 8.7 
Labor Force (Millions) 23.0 23.7¢ 
Hourly Wage Index (% Change) 12.9 15.0¢ 


MONEY AND PRICES 

Money Supply 304.4 372.4 409.6(0ct) 
Domestic Government Bond Yields” 12.6(Dec) 14.3(Dec) 16.4(Dec) 15.8(Nov) 
Wholesale Prices (1962=100) 281.0 310.1 353.5 4130. (Nov) 
Retail Prices (1970=100) 221.3 251.3 285.0 318.2 


TRADE AND BALANCE OF PAYMENTS 

Exports FOB 149.6 
Imports FOB® 171.5 
B/P Current Account Balance - 130 
Gold and Forcign Exchange Reserves’ 33.1 
U.S. Share of French Imports- (CIF)® 7.9 
U.S. Share of French Exports- (FOB)® $.7 
U.S. Direct Investment in France 

- (Year End)§ 

French Direct Investment in the U.S. 

- (Year End)§ 

Unit-Value (Imports, % Change)? 

Unit Value (Exports, % Change) 

Volume of Imports (% Change)? 

Volume of Exports (% Change)? 

Average Franc-$ Rate (In Francs Per $) 

FOOTNOTES 

1 In order to assure comparability, franc figures for GDP, investment, money supply 
and trade for all years have been converted into dollars at 4.226F per dollar 
(1980 average rate). Figures for the B/P current account balance have been 
converted from francs into dollars at the rates prevailing during the period in 
question. All figures are annual figures or averages unless otherwise specified. 
These data refer only to investment in housing by households and represent more 
than 80 percent of total housing investment. 

Excluding construction 

Labor productivity outside farm and financial sectors 

Long-term issues 

Based on French customs statistics 

Gold valued at 42.20 $ per ounce - excludes changes due to changes in French 
valuation rates (every 6 months) and to swaps with the European Fund for Monetary 
Cooperation (FECOM) (every 3 months). 

Expressed in current dollars billions 

Percent calculated on an annual basis, for the last data available (e.g., 1981/80 
or Sept'81/Sept'80) 

Percent calculated in 1982 with the last data available. (The average based on 
the first ten months 1982/the average based on the first ten months 1981.) 
*estimate 





HIGHLIGHTS 


French economic policy shifted gear in March, 1983 to cope with a 
ballooning foreign payments deficit. 


The franc was devalued and a stabilization package was introduced 
designed to clamp down on internal demand, but it will take time and 
perseverance before the deficit is reversed. 


The short term outlook is for a slowdown in economic growth; inflation 
appears to be subsiding slowly, but breaking the wage-price spiral 
will be difficult; unemployment is expected to rise. 


In the meantime, there are political pressures for increased 
protectionism, but the government is sensitive to the dangers of such 
a policy. 


The government is grappling with the problem of formulating an 
industrial strategy for the nationalized manufacturing 
enterprises. 


Because of the strong dollar and weak franc, U.S. exporters have to 
compete on the basis of factors other than price; the main advantage 
lies with specialized and high technology goods. 


ECONOMIC TRENDS 


French economic policy shifted gear in March of 1983 following the third 
devaluation of the franc under the Socialist government. The initial 
policies of the government, implemented mostly in 1981, were intended to 
stimulate both consumption and investment and to lead France out of the 
worldwide recession ahead of her trading partners. Minimum wages and 
transfer payments had been increased; working hours had been reduced; and 
a newly nationalized sector was supposed to become a spearhead for 
increasing the supply of goods to meet consumer demand. These early 
policies might have been more successful if the expected upturn in the 
rest of the world had materialized as expected and had French exports 
expanded. World trade did not pick up as the French forecast and the 
country's demand for imported goods rapidly outstripped foreign demand 
for France's exports. Two mechanisms were at work: Inflation did not 
subside by very much in France, although it dropped sharply in most of 
France's main trading partners, thus leading to competitive pressures. 
Second, irrespective of price differences between imported and domestic 
goods, strong domestic demand led to consumption of products across the 
board, including, both raw materials and consumer goods, not produced in 
France. For trade to have stayed in balance, foreign demand for those 
things in which France specializes would have had to have risen. Three 
devaluations, one in September, 1981, a second in June, 1982 and a third 
in March, 1983, helped to keep French prices from getting too far out of 
line with foreign prices. The March devaluation was accompanied by a 
package of stabilization measures explicitly designed to reduce internal 
demand. 


The dimensions of France's foreign trade problem are formidable. At the 
time of the March devaluation, the deficit on trade in goods and services 
was approaching a monthly rhythm of about 6.5 billion francs, or about 





900 million dollars. The stabilization measures announced in March aimed 


to reduce the deficit by about half over the course of a year. Part of 
the improvement was to come from projections for a weaker dollar and for 
lower petroleum prices, with the remainder from a package of tax 
increases and budget cuts that would lower domestic demand by something 
around one percent. The assumption appeared to be that the remaining 
half of the trade deficit would be tackled in the following year by 
further austerity measures unless world demand for French exports. had 
picked up sufficiently to make this unnecessary. 


The French Government faces several hurdles and pitfalls in achieving its 
goal. First, there is the normal process of delay, trimming and fitting, 
as proposed measures are translated into law and practice. Second, there 
is the problem of keeping nominal wage settlements from nullifying the 
attempted reductions in consumer demand. Third, the foreign borrowing 
that was necessary in 1981 and 1982 to finance the trade deficit has 


added a further drain to the balance of payments that will persist for 
some time after the trade deficit itself had begun to subside. 


GNP Growth: 


The latest available statistics on the development of French demand and 
production take the picture through early 1983. Consumer demand had been 
rising more or less steadily since early 1981, but began to show a drop 
in the first quarter of 1983, actually preceding the stabilization 
measures announced in March. Investment has been on a steadily falling 
trend in real terms, although there was some indication of improvement 
toward the end of 1982. Corporate investment, which includes investments 
of the nationalized companies remains generally weak overall, while 
residential housing and other construction is severely depressed. 
Investment demand did receive some support from public investment 
projects, however. Government consumption spending on a national income 
accounts basis continued to provide some support for overall demand. The 
development of exports, imports and stock building during the first 
quarter of 1983 sharply illustrate the problems that led to the March 
devaluation and accompanying stabilization measures. After showing some 
limited improvement toward the end of 1982 that still left a big drop for 
the year as a whole, exports took a sharp plunge in the first quarter of 
1983. Imports followed a similar pattern in the reverse direction. The 
negative contribution of exports and imports to total demand was offset 
by a big runup in inventories. This was partly explainable by what 
amounts to speculation against a devaluation by delaying exports and 
accelerating imports, but it also indicates that the French economy was 
producing many goods that went unsold, while the demand that was created 
in terms of salaries and inputs pulled in a large volume of imports. 


Prices and Wages: 


Price and wage developments stand at the heart of France's economic 
difficulties. Inflation, as measured by the consumer price index has 
been stubbornly resistent to attempts to reduce it, and continues at a 
substantially higher rate than in France's trading partners. 1982 closed 
out with an inflation rate just under 10 percent, which would have been 
higher but for a selective freeze during the last few months of the 





year. The government's goal is for an inflation rate of 8 percent in 
1983, falling to 6 percent in 1984. Price rises during the first months 
of 1983 were substantially above the average hoped for for the year, but 
were influenced by certain temporary factors such as the effects of 
removing the previous freeze and by planned hikes in public tariff prices 
(e.g. electricity, telephone service) that were themselves part of the 
stabilization program. Consumer price increases, however, are not the 
real problem--in a sense, they are part of the solution. The balance of 
payments deficit reflects a level of real demand in France that is too 
high compared with that of its trading partners, along with a cost 
structure arising out of wage and tax payments that have squeezed the 
competitive situation of French firms. To bring the situation back into 
balance, it will be necessary for these costs to rise less rapidly than 
final sales prices. Success of the stabilization program, therefore, 
will require a fall in real incomes--wages and or transfer payments--most 
likely by their rising less rapidly than prices. Formal indexation of 
wages to prices has been abolished, but wage formation in France is 
determined by a decentralized process that is not fully amenable to 
control by either the government or even by the unions themselves. The 
government hopes to set the pace by keeping down wages in the public 
sector, including the nationalized enterprises. The goal for 1983 is an 
increase in total wage payments of not more than eight percent, with 
provision made for greater proportional increases at the bottom of the 
wage scale, offset by slower increases at the top. 


Employment : 


The French labor market has been suffering from a contraction of 
employment in the manufacturing industries; this trend has continued, and 
manufacturing employment was down sharply during the second half of 
1982. Forecasters expect a further decline of from 2 to 2.5 percent in 
1983. Some of the loss in manufacturing jobs has been offset by 
increases in service industry jobs, including public sector employment 
creation during 1981 and 1982. This latter factor will be less 
significant in 1983, and overall a further drop in the number of jobs 
available can be expected. France has, however, been able to keep the 
number of unemployed from rising as far as has been the case in many 
other large industrial countries. This is a function of both 
macroeconomic demand stimulus--for which the price has been higher 
inflation and a worsening of the balance of payments--and of special 
measures such as early retirement and job training systems that removed 
people from being counted as unemployed. The unemployment level 
stabilized at about 8.7 percent (using U.S. style definitions) since the 
middle of 1982. It is expected to resume its upward trend, however, as 
the effects of these one time measures are dissipated, and as economic 
activity slows in response to economic stabilization policies. 


Monetary Policy: 


Monetary growth slowed during 1982 from an annual rate of increase of 
15.7 percent in the first half to a rate of 7.6 percent in the second 
half. This slowing was in large part due to foreign exchange outflows, 
which partly counterbalanced expansion of credit to the treasury and to 
the private sector. At the beginning of 1983, the monetary authorities 





set an objective of 10 percent for the year's growth in the money supply, 
which was subsequently revised downward to 9 percent at the time of the 
March stabilization plan to take account of measures to reduce the budget 
deficit. Regulations that have been set out for the volume of credit 
expansion should permit a growth of slightly less than the rate at the 
end of 1982 (14 percent) with a shift within that limit away from 
personal loans and toward business financing. France has a complex 
hierarchy of administered interest rates, depending on the status of the 
borrower and purpose of the loan. Short term money market rates had been 
falling in line with similar rates in other countries since mid 1982, but 
the decline was halted in early 1983 at a rate of about 8.5 percent. 
Rates on long term government bonds have declined from about 17 percent 
at the beginning of 1982 to about 15 percent in the first quarter of 1983. 


Balance of Payments: 


The deterioration in France's balance of payments has been progressive 
since the beginning of 1980, and reached dramatic proportions in late 
1982. The balance on the trade account went from -54 billion francs in 
1981 to -104 billion francs in 1982. France traditionally runs a 
partially offsetting surplus on services, but this has also been 
dwindling. The current account, which represents the best measure of a 
country's short term payments position went from a deficit of 25 billion 
in 1981 to 78 billion in 1982. Since autonomous capital inflows have 
been insufficient to compensate this deficit, France has had to finance 
it by borrowing through the banking system, large company foreign bond 
issues, direct foreign borrowing by the state and by a reduction in 
reserve holdings. Reduction of the deficit is now the main priority of 
French economic policy. The government's stated goal is to reduce the 
trade deficit by half in 1983 and to eliminate it entirely in 1984. But 
progress in reducing the trade deficit will be partly offset by the 
weight of debt service payments stemming from past deficits, so that the 
current account will take somewhat longer to return to equilibrium. 
Gross borrowing requirements are further swelled by France's export 
credit financing program, which is in deficit: a portion of France's 
exports, which show up as positive items on the trade account, do not 
result in corresponding inflows of repayment in the short term. To the 
extent that these exports are growing faster than repayments, they add to 
France's foreign borrowing requirements. 


TRADE AND INDUSTRIAL POLICY 


France has long been committed to a liberal world trading system and its 
industry has thrived within that system. It is a member of the General 
Agreement on Tariffs and Trade (GATT) and signed the Tokyo Round 
agreement of tariff reductions and accepted all of the new GATT codes. 
On most trade policy matters, France develops its positions with its 
partners in the European Community. Trade actions in the context of GATT 
are taken at the Community level by the European Commission. The 
Government of France has been and remains a strong advocate within the 
Community of actions to protect industries having difficulty such as 
textiles, steel and chemicals. In a very few cases it has acted on its 
own to protect French industry as in the recent case of Video Tape 





Recorder imports from Japan. French Government officials have urged that 
the European Commission develop expeditious procedures for implementation 
of trade limiting measures when a Community industry suffers injury. The 
present depressed economic situation in Europe and in particular France's 
has put serious strains on the trading system. Despite these strains and 
France's internal problems, the Government of France shows every evidence 
of recognizing the importance of the GATT trading system to French 

interests and is unlikely to take actions that would undermine the system. 


The current French Government is committed to an ambitious industrial 
policy aimed at reducing the trade deficit and unemployment through 
technological and industrial renewal. Government spending on research 
and development have been increased significantly in hopes of propelling 
France into third place, behind the United States and Japan, in advanced 
industrial technology. The Socialists hoped the newly-enlarged public 
sector would be the driving force in French industrial recovery and 
advancement. 


Despite ambitious plans to restructure and modernize many sectors of 
French industry, the Government of France has not fully articulated an 
industrial strategy. There is no clear indication when the research and 
development expenditures and the industrial planning and investment will 
begin to show tangible results. Much of the government's efforts (and 
spending) have so far been concentrated on keeping financially-troubled 
firms--many of them in the traditional heavy-manufacturing sector-- from 
closing their doors or stepping up lay-offs. At the same time, 
industrial investment has fallen in the private sector. 


The new Minister of Research and Industry, Laurent Fabius, is a close 
confidant of President Mitterrand and is highly respected as an 
intelligent pragmatist. Fabius has so far taken a very studied approach 
toward "industrial policy". While not rejecting the overall thrust of 
his predecessor -- industrial policy clearly remains a top priority -- 
his public statements have been more balanced and aimed at reassuring the 
private sector. He has vowed to continue to implement the sectoral plans 
already in effect and to give priority to the high technology 

industries. His specific new initatives include a new "industrial 
development fund", support for development of a small, highly 
fuel-efficient automobile, and tax and other incentives for new 
enterprises. 


In time, the change at the helm may well result in an attainable 
industrial policy which will probably concentrate on those export niches 
where French industry is already most competitive. In the short-run, 
however, progress has been further delayed as another new "team" has 
taken over and begun the learning process. 


INVESTMENT CLIMATE 


The Socialist Government of President Mitterrand is continuing the 
practice of previous French Governments in welcoming foreign direct 
investment on a selective basis. Increased industrial investment is 





key element in the government's stabilization program. Investment by 
foreigners fits into the government's strategy in the following ways: 


It is encouraged as a means of creating additional jobs and 
productive capacity in sectors where the government does not have 
an explicit industrial strategy and where there is no excess 
capacity, i.e. steel and basic chemicals. 


It can provide access to technology in key sectors such as 
electronics, computers, robotics, genetic engineering, 
biotechnology, telecommunications and aerospace. investment 
projects in these areas will be carefully reviewed for 
compatability with industrial policy goals. Foreign investors may, 
however, be required to seek suitable French partners for a joint 
venture. 


It can be a contributor to increased French exports. 


Direct investment of five million francs per year per company requires 
prior authorization by the Ministry of Economy, Finance and Budget. 

There are no established criteria for the approval of applications; 
decisions are made on a case-by-case basis, and may take several months. 
Administrative changes introduced in 1982 have streamlined and speeded up 
this review process. The French Government's foreign investment policy 
is now more liberal than it had been in earlier years. Foreign 
investment is watched closely in several "strategic sectors" of high 
technology where national capabilities are fostered. Similarly, foreign 
acquistions and takeovers, though legal, are sometimes allowed only after 
determining that there is no preferable domestic solution. 


The French Government offers a number of incentives for foreign and 
domestic companies establishing or expanding industrial activities in 
designated areas with high unemployment or that are underdeveloped. 
Paris and Lyon in particular are not provided any incentives, and are in 
fact subject to disincentive taxes in certain instances. Investors are, 
however, encouraged to select Paris and other regional capitals as the 
site for their European headquarters. Regional development incentives 
include special grants and loans, tax holidays and exemptions, funds to 
retrain and relocate personnel, plus financial assistance from local 
communities. 


Inherent in any investment decision in France must be the recognition 
that there exists a highly developed system of social legislation 
providing a wide range of obligatory fringe benefits to the labor force. 
The average blue-collar worker pays 12.9 percent of gross wages into 
social contributions; the employer pays 49.9 percent. The Socialist 
Government has passed legislation which provides limitations on company 
work rules and disciplinary authority. As part of a wider Suropean 
movement, expanded worker rights to company information can be expected. 


After coming into power, the Socialist Government undertook a major 
nationalization program. It should nevertheless be noted that 
nationalization is not new to France. In this latest round of 
nationalization most banks were nationalized with only small French banks 





and foreign owned institutions remaining private. Aircraft, aerospace 
and steel are almost totally government-owned while the automotive sector 
is about half-controlled. The government also has substantial holdings 
in pharmaceuticals and chemicals, electrical equipment and electronics. 
For American companies bought out as part of nationalization, 
compensation was arranged. Of interest to the potential investor is 
President Mitterrand's statement that there will be no further 
nationalizations during the life of the present National Assembly, which 
is in office until 1986. 


IMPLICATIONS FOR THE UNITED STATES 


The United States and France have an active and long standing trading 
relationship with a trade balance highly in favor of the United States. 
French exports to the United States covered only 57 percent of French 
imports from the United States in 1982. 


Between 1981 and 1982 French imports of U.S. non-agricultural products 
decreased slightly mainly because of the sharp rise in the value of the 
U.S. dollar compared to the French franc, which went from an average of 
5.43 francs to the dollar in 1981 to 6.57 francs in 1982. By the last 
quarter of 1982 the rate had exceeded 7.3 francs per dollar. The table 
in this section shows by major product category, French imports from the 
United States for 1981 and 1982. It reflects an increase of 13.7 percent 
in French francs, but a 6.1 percent decrease when converted to dollars. 


A number of factors will continue to have a negative influence on the 
level of French imports from the United States in the foreseeable 

future. These include the continuing decrease in the value of the French 
franc compared to other major currencies, the high value of the dotlar, 
the slowdown of the French economy and its decreasing competitiveness on 
export markets, the continuing weakness of French investment in capital 
goods equipment, the general tendencyof the French Government to 
encourage nationalized French industry to “Buy French", and the 
encouragement of nationalized banks to provide loans in priority to 
investments using French made equipment. 


However, the consistent comnetitive advantage of U.S. manufactured goods 


in the French market is mostly based on their quality and technical 
sophistication. U.S. imports play an important role as components of 
French production for the domestic market and for traditional export 
markets. Of particular importance are chemicals, mechanical equipment, 
machines, boilers, and compounds for the paper industry. French 
industrial equipment and installations which are exported frequently use 
U.S. components because of their technology or the technology used in 
their production, the quality, availability and world-wide after sales 
service. 


The higher value of the dollar does mean that normal commercial 
considerations in the French market are more important than previously 
and will require more attention from U.S. manufacturers and exporters 
through: credit terms, quality, delivery time, after-sales service, 
innovative solutions to customers’ problems, style and design, and 
French-language literature, correspondence and instruction manuals. 





FRENCH IMPORTS FROM THE UNITED STATES 
Non-Agricultural Products 
(Figures are in millions of French francs) 


Product Category 1981 1982 


Energy 4,873 5,402 
Coal 3,898 3,793 
Refined Petroleum 975 1,608 


Minerals 522 534 


Metals and Metal Products 3,167 2,232 
Non-ferrous Metals 941 396 
Semifinished Non-ferrous 1,037 584 


Chemicals and Related 
Products 6,702 7,447 


Mechanical /Electrical 
Machinery and Equipment 25,435 30,668 


Electronic Equipment 10,849 13,866 

Aeronautical Equipment 6,888 7,802 

Industrial Equipment / 

Other than Machine Tools 2,933 3,615 
Household Appliances 623 699 
Autos and Motorcycles 54 81 


Other Wheeled Vehicles 
and All Vehicle Parts 


Consumer Goods 
Shoes 
Furniture 


Miscellaneous 


TOTAL 


Source: From a series developed by the French National Economic Statistics 
Institute on the basis of French Customs statistics. 





There are several product sectors that offer special opportunities for 
the U.S. exporter. These are primarily in the high technology area and 
include the following: 


1) MEDICAL AND SURGICAL EQUIPMENT: 


The United States is the leading foreign supplier of medical and surgical 
equipment to the French market (accounting for 27 percent of French 
imports), and the demand for such equipment in France continues to grow 
at an annual rate of 5 to 7 percent (in real terms). In particular, 
recent French reforms to restrict costs and upgrade health care should 
stimulate purchases of advanced diagnostic and therapeutic equipment. 


2) SCIENTIFIC, LABORATORY AND RESEARCH INSTRUMENTS: 


In spite of the present high rate of the dollar, and increasing “Buy 
French" pressures, American scientific, laboratory and research 
instruments still have a substantial market in France, because of the 
technological lead which American products have in this field. The 
market in France for these instruments is expected to continue its steady 
growth for the next 10 years, during which time France will still depend 
heavily on foreign suppliers. 


3) AEROSPACE: 


The French aeronautics industry is doing well despite the world-wide 
economic slowdown. The good health of this industry should help American 
exports of parts and equipment to remain at a high level, particularly in 
the field of avionics and engines. 


4) PROCESS CONTROL INSTRUMENTATION: 


Despite the low level of French industrial investment, French companies 
are looking for PCI to reduce their production costs. American 
technology makes U.S. companies leaders in this sector, and French 
companies still depend on them for improving production methods. The 
United States accounted for 27 percent of French imports in 1981, and 
French consumption is expected to increase by 9 percent per year in real 
terms through 1985. 


5) COMPUTERS: 


The United States is France's leading foreign supplier of computers and 
peripherals. In 1982, the demand was particularly high for 
microcomputers and very large computer systems, but all computers that 
accomodate graphics profitted from a boom in CAD/CAM. 1983 should 
confirm this trend. ; 


6) ELECTRONIC COMPONENTS: 


France's leading foreign supplier, the United States accounts for about 
30 percent of France's imports of electronic components. Despite a 
depressed market, U.S. exports did remarkably well in 1982. Aside from 
its "Buy French" emphasis, the French Government's plan to develop 
electronic industries should help maintain U.S. exports at their current 
high level, if not boost them. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:524 











